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TO ALL P ARTIES

Enclosed please  find the  recommendation of Administra tive  Law Judge Dwight Nodes
The  recommendation has  been tiled in the  form of an Order on

GOLDEN SHORES WATER COMPANY
(FINANCE)

Pursuant to A.A.C. R14-3-110(B), you may file  exceptions  to the  recommenda tion of
the  Adminis tra tive  Law Judge  by filing an origina l and ten (10) copies  of the  exceptions  with
the  CommissioNs Docke t Control a t the  address  lis ted be low by 4:00 p.m. on or be fore

FEBRUARY 4, 2008

The  e nclose d is NO T a n orde r of the  Commis s ion, but a  re comme nda tion of the
Adminis tra tive  Law Judge  to the  Commissioners . Considera tion of this  matte r has te nta tive ly
been scheduled for the  Commission's  Working Session and Open Meeting to be  he ld on

FEBRUARY 12, 2008 a nd FEBRUARY 13, 2008

For more information, you may contact Docket Control a t (602)542-3477 or the  Hearing
Divis ion a t (602)542-4250. For informa tion about the  Open Mee ting, contact the  Executive
Dire ctor's  Office  a t (602) 542-3931
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BEFORE THE ARIZONA CORPORATION COMMISSION

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

IN THE MATTER OF THE APPLICATION OF
GOLDEN SHORES WATER COMPANY, INC.
FOR AUTHORITY TO ISSUE LONG-TERM
DEBT.

DOCKET NO. W-01815A-06-0775

DECISION rO.

ORDER

Open Meeting
February 12 and 13, 2008
Phoenix, Arizona

BY THE COMMISSION :
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14 Having considered the entire record herein and being fully advised in the premises,  the

15 Arizona Corporation Commission ("Commission") finds, concludes, and orders that:

1 6

17 Golden Shores Water Company, Inc. ("GSWC" or "Company") is a for-profit Arizona

18 Class "C" corporation that provides water  utility service to approximately 1,600 customers in

FINDINGS OF FACT

application for an increase in rates in

were consolidated by Procedural Order  issued May 2,  2007,  GSWC subsequently

19 Mohave County, near Topock, Arizona.

20 On December  12 ,  2006,  GSWC filed with the Commiss ion an applica t ion for

21 retroactive authority to issue long-term debt in the amount of $286,200, and for related approvals

22 ("Financing Application").

23 On February 23, 2007, the Company filed an

24 Docket No.W-01815A-07-0117 ("Rate Case Application"). Although the Rate Case and Financing

25 Applications

26 requested, by Motion filed October 10, 2007, that the Rate Case Application be withdrawn and that

27 the Financing Application be processed by itself.

28 4. By Procedura l Order  issued October  12,  2007, the Ra te Ca se a nd F ina ncing

s/h/dnodes/orders/060775financeorder
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3

4

l Applica tions  were  bifurca ted and the  Rate  Case  docke t was ordered adminis tra tive ly closed

On Nove mbe r 1, 2007, GS WC file d a n a ffida vit of publica tion ve rifying tha t it ha d

ma ile d notice  of the  Fina ncing Applica tion a nd withdra wa l of the  Ra te  Ca s e  Applica tion to  a ll

customers

6 On Nove mbe r 9, 2007, the  Ra te  Ca se  Applica tion (Docke t No. W-01815A-07-0117)

6 wa s  a dminis tra tive ly close d by De cis ion No. 69977

A public comme nt he a ring wa s  he ld on Nove mbe r 28, 20071. No cus tome rs  or

8 members  of the  public offe red comments

On Ja nua ry 18, 2008, the  Commiss ion's  Utilitie s  Divis ion S ta ff ("S ta ff") file d its  S ta ff

10 Re port for the  Fina ncing Applica tion, re comme nding a pprova l of the  a pplica tion

On  Octo b e r 1 5 ,  2 0 0 4 ,  GS WC is s u e d  a  p ro mis s o ry n o te  to  Ba n k On e  NA (n a

12 "Cha se ") for a  loa n obta ine d by the  Compa ny in the  a mount of $286,200. The  loa n is  a  s e ve n-ye a r

13 a mortizing obliga tion a t a  fixe d inte re s t ra te  of 7.25 pe rce nt pe r a nnum. P rincipa l a nd a ccrue d

14 inte res t payments  by the  Company commenced on February 15, 2005, and a re  scheduled to continue

15 through Ja nua ry 15, 2012. Monthly de bt s e rvice  on the  loa n is  $4,254 (a pproxima te ly $51,000 pe r

1 6  ye a r)

1 1

10. P roce e ds  of the  loa n we re  us e d by GS WC to  fund cons truction  of a  ne w wa te r

18 production we ll and a  250,000 ga llon wa te r s torage  tank, which the  Company cla ims  a re  necessa ry to

19 ensure  re liable  se rvice . According to the  Applica tion a nd S ta ff Re port, the  Compa ny ha s  s pe nt

20 $312,561 of a  projected tota l project cos t of $332,000. The  we ll and s torage  tank project is  expected

17

22

23

24

25

21 to be  comple ted and in se rvice  by April 2008

11. In its  Applica tion, GS WC a cknowle dge s  tha t a pprova l of the  loa n should ha ve  be e n

obta ine d from the  Commis s ion prior to  e xe cuting the  tra ns a ction, in  a ccorda nce  with  Arizona

which wa s  s imply a  mis ta ke  on its  pa rt a nd wa s  not inte nde d to a void Commis s ion ove rs ight

(Applica tion a t 3)26

27 The November 28, 2007, hearing date was originally scheduled for the consolidated Rate Case and Financing
Applications. After the Rate Case Application was wididrawn, the November 28, 2007, date was retained as an
opportunity for public comment regarding the Financing Application
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Z
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9

The Staff Report's  financial analysis  shows that, for the year ended December 31,

2006, the  Chase  loan was the  only debt in the  Company's  capita l s tructure . According to Staff,

GSWC's capital structure consists of 5.6 percent short-tenn debt, 25.2 percent long-term debt, and

69.3 percent equity (Staff Report at 2)2.

13. For the  year ended December 31, 2006, Staff calculated that GSWC had a  Times

Interest Earned Ration ("T]QER")3 of 0.14 and a Debt Service Coverage ("DSC")4 ratio of 1.31. These

calculations indicate that the Company's operating income was insufficient to cover interest expense

in 2006, which is an unsustainable condition over the long-term. However, the DSC calculated by

Staff indicates that GSWC would be able to meet all debt obligations with cash generated from its

11

1 2

1 3

1 4

1 5 15.

1 6

1 7

1 8

1 9

20

2 1

10 ope ra tions  (Id.).

14. The  S ta ff Re port's  e ngine e ring a na lys is  s ta te s  tha t GS WC's  e xis ting wa te r s ys te m

cons is ts  of four we lls  producing a pproxima te ly 1,190 ga llons  pe r minute  ("rpm"), with two s tora ge

tanks  tota ling 200,000 ga llons  of s torage  capacity. Prob ected growth for the  sys tem is  approximate ly

40 new service  connections per year for the  next five  years .

Based on da ta  provided by the  Company, S ta ff concluded tha t GSWC's  current system

(prior to addition of the  new we t] and s torage  tank) is  capable , unde r norma l ope ra ting conditions , of

s upporting a pproxima te ly 1,000 a dditiona l s e rvice  conne ctions . Afte r the  ne w we ll (p ro je c te d

additiona l capacity of 1,000 rpm) and s torage  tank a re added to the  sys tem, S ta ff estimates  tha t the

Company's  sys tem could support an additiona l 4,000 connections  (S ta ff Report Engineering Ana lys is

a t 1-2).

16.

22

23

According to Staff, the additional production and storage capacity do not appear to be

needed for the foreseeable future. Staff stated that the Company's justification for the new well and

storage  project was  to protect aga ins t outages  in s itua tions  where  its  la rges t well (600 rpm) is

24

25

26

27

28

2 The sum of the capital structure percentages listed in the staff Report is 100.1 percent, which we assume is the result of
rounding.
3 The TIER represents the number of times earnings will cover interest expense on short~term and long-term debt. A
TIER greater than 1.0 means that operating income is greater than interest expense. A TIER of less than 1.0 is not
sustainable in the long term but does not necessarily mean that debt obligations cannot be met in the short term
4 DSC ratio represents the number of times internally generated cash will cover required principal and interest payments
on long-term debt. A DSC ratio greater than 1.0 means that operaMg cash flow is sufficient to cover debt obligations. A
DSC less than 1.0 means that debt service obligations cannot be met from operations and that another source at" iiunds is
needed to avoid default.

3 DECISION NO.
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1 unava ilable  due  to repa irs  or unplanned outages . Howeve r, S ta ff indica ted tha t GSWC did not offe r

2 any supporting documenta tion regarding recent outages to support its  contention (Id. a t 2).

3 17. S ta ff reviewed the  Company's  e s tima tes  for the  new we ll and s torage  project tha t was

4 financed in la rge  pa rt by the  Chase  loan, and S ta ff found the  Company's  e s tima tes  to be  reasonable .

5 Howe ve r, S ta ff pointe d out tha t be ca us e  it be lie ve s  GS WC's  curre nt s ys te m is  a de qua te  to s e rve

6  curre nt cus tome rs  a nd  pro je cte d  growth , if the  Compa ny we re  to  file  a  ra te  a pplica tion  in the

7 fore s e e a ble future to place the  cons truction project's  capita l cos ts  into ra te  base , S ta ff may conclude

8 tha t the  new we ll and s torage  capacity a re  not "used and use ful" for purposes  of ra te  recovery (Id. a t

9 3).

10

11

12

18. Accord ing  to  S ta r the  Arizona  De pa rtme nt o f Environme nta l Qua lity ("ADEQ")

re ports  tha t GS WC's  sys te m ha s  no ma jor de ficie ncie s  a nd is  curre ntly de live ring wa te r tha t me e ts

the  wa te r qua lity s ta nda rds  re quire d unde r Arizona  Adminis tra tive  Code , Title  18, Cha pte r 4 ,

13 pursuant to an ADEQ Report da ted January 23, 2007.

14 19. S ta ff a ls o  ind ica te d  tha t,  a s  o f De ce mbe r 3 , 2007 , GS WC ha d  no  de linque n t

15 compliance  issues  with the  Commiss ion.

16 20. Ba s e d on its  a na lys is  of the  Applica tion, S ta ff ma de  the  following conclus ions  a nd

l'7 re comme nda tions :

18

19

20

21

22

23

24

25

26

a ) The  p ropos e d  improve me n ts  a nd  e s tima te d  cos ts  a ppe a r to  be
reasonable  and appropria te .

b) The  propose d fina ncing, for the  purpose s  s ta te d in the  a pplica tion, is
with in  GS WC's  corpora te  P owe rs , is  compa tib le  with  the  pub lic
inte re s t, is  cons is tent with sound financia l practice s  and will not impa ir
its  ability to provide  se rvice s .

c) The  Commis s ion s hould  a uthorize  GS WC's  re troa ctive  re que s t to
issue  the  $286,200 note  and encumber its  asse ts  in connection with the
Chase loan.

d ) Th e  C o m m is s io n  s h o u ld  a u th o riz e  G S W C  to  e n g a g e  in  a n y
transactions and to execute  any documents  necessary to e ffectua te  the
authoriza tion granted.

e ) The  Commis s ion s hould put GS WC on notice  tha t, if the  Compa ny
file s  a  ra te  applica tion in the  foreseeable  future , S ta ff may recommend
tha t the  new well and s torage  tank tha t a re  the  subj e t of the  Financing
Applica tion ma y not be  cons ide re d "us e d a nd us e ful" a nd the re fore
may not be  includable  in the  Company's  ra te  base .

27

28

4 DECIS ION NO.



DOCKET NO. W-01815A-06-0775

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

21. Sta ff' s  recommendations  a re  reasonable  and should be  adopted. In addition to S ta ff' s

re comme nda tions , howe ve r, we  be lie ve  it is  a ppropria te  a nd ne ce ssa ry to a lso impose  on GSWC a

pe na lty of $2,6005 for the  Compa ny's  fa ilure  to s e e k Commiss ion a pprova l of the  loa n a gre e me nt,

the  ra temaking trea tment to be  accorded the  well and s torage  project financed by the  loan agreement,

S ta ffs  a na lys is  of the  proje ct provide s  a  cle a r e xa mple  of a t le a s t one  of the  re a s ons  why public

se rvice  corpora tions  a re  re quire d to obta in Commiss ion a pprova l prior to incurring de bt a nd forging

a he a d with cons truction proje cts  funde d by una uthorize d loa ns . As  S ta ff points  out, it a ppe a rs  tha t

ne ithe r the  ne w we ll nor the  a dditiona l s tora ge  a re  ne ce s s a ry to  s e rve  curre nt cus tome rs  a nd

foreseeable  growth. Indeed, had Staff been made  aware  tha t GSWC was planning to incur substantia l

debt to finance  the  proposed cons truction project, S ta ff could have  offe red an opinion rega rding the

need for additiona l infras tructure . Ins tead, GSWC proceeded without the  necessary approva ls  and, as

13 a  re s ult, fa ce s  the  pos s ibility tha t it will not be  e ntitle d to re cove r its  ca pita l cos ts  through ra te s , a

14 s itua tion tha t could prove  de trimenta l to both the  Company and ultima te ly its  cus tomers  (to the  extent

15 tha t se rvicing the  debt obliga tion re sults  in weakening GSWC's  financia l viability).

16 22. Be ca us e  a n a llowa nce  for the  prope rty ta x e xpe ns e  of GS WC is  include d in  the

17 Company's  ra tes  and will be  collected from its  customers , the  Commission seeks  assurances  from the

18 Compa ny tha t a ny ta xe s  colle cte d from ra te pa ye rs  ha ve  be e n re mitte d to the  a ppropria te  ta xing

19 a uthority. It ha s  come  to the  Commiss ion's  a tte ntion tha t a  numbe r of wa te r compa nie s  ha ve  be e n

20 unwilling or una ble  to fulfill the ir obliga tion to pa y the  ta xe s  tha t we re  colle cte d from ra te pa ye rs ,

21 some  for a s  many a s  twenty yea rs . It is  rea sonable , the re fore , tha t a s  a  preventive  measure , GSWC

22 a nnua lly file , a s  pa rt of its  a nnua l re port, a n a ffida vit with the  Utilitie s  Divis ion a tte s ting tha t the

23 company is  current in paying its  property taxes  in Arizona .

24 CONCLUS IONS  OF LAW

25 l . GS WC is  a  pub lic  s e rvice  co rpora tion  with in  the  me a n ing  o f Artic le  XV of the

27 5 The penalty is based on an assessment of $100 per month for the approximately 26 months between the date GSWC
executed the loan agreement (October 15, 2004) and the date the Company filed its application in this docket (December
12, 2006).28

5 DE CIS IO N n o .
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1 2.

2 a pplica tion.

The  Commis s ion  ha s  ju ris d ic tion  ove r GS WC a nd  o f the  s ub je c t ma tte r o f the

3

4

5

6

7

Notice  of the  a pplica tion wa s  give n in a ccorda nce  with the  la w.

The  re com m e nda tions  s e t forth  in  F inding  of Fa c t No.  20 ,  a s  m odifie d  by F inding  of

Fa ct No. 21, a re  re a sona ble  a nd should be  a dopte d.

5. The  fina nc ing  a pprove d  is  fo r la wfu l purpos e s  with in  G S WC's  corpora te  P owe rs ,  is

com pa tible  with  the  public  inte re s t,  with  s ound fina ncia l pra c tice s ,  a nd with the  prope r pe rform a nce

8 by G S WC of s e rv ice  a s  a  pub lic  s e rv ice  corpora tion ,  a nd  will no t im pa ir its  a b ility to  pe rfo rm  the

9 se rvice .

10 6. Th e  fin a n c in g  a p p ro v e d  h e re in  is  fo r  th e  p u rp o s e s  s ta te d  in  th e  a p p lic a t io n ,  is

11 re a s ona bly ne ce s s a ry for thos e  purpos e s ,  a nd s uch purpos e s  a re  not,  wholly or in  pa rt,  re a s ona bly

12 cha rge a ble  to ope ra ting e xpe nse s  or to income .

13

14

ORDER

15

16

IT IS  THEREFORE ORDERED th a t Go ld e n  S h o re s  Wa te r Co mp a n y,  In c .  is  h e re b y

re troa ctive ly a uthorize d to  borrow $286,200 from Ba nk One  NA (na  Cha s e ) on the  te rms  a nd

17

conditions  de s cribe d he re in.

IT IS  F URTHE R O RDE RE D tha t s uc h  a u thority is  e xpre s s ly c on tinge n t on  G olde n  S hore s

18 Wa te r Compa ny, k1c.'s  use  of the  proce e ds  for the  purpose s  s e t forth in the  a pplica tion.

19 IT  IS  F UR THE R  O R DE R E D th a t  G o ld e n  S h o re s  W a te r  C o m p a n y ,  In c .  is  a u th o r iz e d

20 re tro a c tiv e ly to  p le d g e ,  m o rtg a g e ,  lie n  a n d /o r e n c u m b e r its  a s s e ts  in  c o n n e c tio n  with  th e  lo a n

2 1 a pprove d he re in.

22 IT IS  F UR THE R  O R DE R E D th a t  G o ld e n  S h o re s  W a te r C o m p a n y,  In c .  is  a u th o riz e d  to

23 e nga ge  in a ny tra nsa ctions  a nd to e xe cute  or ca use  to be  e xe cute d a ny docume nts  or modifica tions  to

2 4 e xis t in g  d o c u m e n ts  to  e ffe c tu a te  th e  a u th o riz a tio n  g ra n te d  h e re in ,  in c lu d in g  n o te s  a n d  b o n d s

25 e vide ncing or se curing the  inde bte dne ss  a uthorize d he re in.

26 IT IS  FURTHER ORDERED tha t Golde n S hore s  Wa te r Com pa ny,  Inc .  s ha ll file  with  Docke t

27 Control, a s  a  com plia nce  ite m  in this  docke t, its  e xe cute d fina ncing docum e nts  within 60 da ys  of the

28 e ffe ctive  da te  of this  De cis ion.

6 DECISION NO.
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•CHAIRMAN

COMMISSIONERCOMMISSIONER

IN WITNESS WI-IEREOF, 1, DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2008.

DEAN s. MILLER
INTERIM EXECUTIVE DIRECTOR

DIS S ENT

DIS S ENT
DDN
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1 IT IS  FURTHER ORDERED tha t a pprova l of the  fina ncing  s e t forth he re ina bove  doe s  not

2 cons titute  or imply a pprova l or dis a pprova l by the  Commis s ion of a ny pa rticula r e xpe nditure  of the

3 proceeds  derived thereby for purposes  of es tablishing jus t and reasonable  ra tes .

4 IT IS  FURTHER ORDERED tha t Golde n S hore s  Wa te r Com pa ny, Inc. s ha ll a nnua lly file  a s

5 pa rt of its  a nnua l re port, a n a ffida vit with the  Utilitie s  Divis ion a tte s ting tha t the  Compa ny is  curre nt

6 in pa ying its  prope rty ta xe s  in Arizona .

7 IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be com e  e ffe c tive  upon s ubm is s ion of

8 pa yme nt to the  Arizona  Corpora tion Commis s ion's  Bus ine s s  Office  of the  $2,600 pe na lty de s cribe d

9 he re inabove , payable  to the  "S ta te  of Arizona" for depos it into the  S ta te 's  Gene ra l Fund.

10

l l

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.
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GOLDEN S HORES  WATER COMP ANY, INC.

W-01815A-06-0775

Norman James
FENNEMORE CRAIG
3003 N. Centra l Ave ., Suite  2600
Phoe nix, AZ 85012
Attorneys  for Golden Shores  Wate r Co., Inc.

Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoenix, Arizona  85007
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26

27

28

Ernest Johnson, Director
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoenix, Arizona  85007
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